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Abstract 
 
Inflation targeting strategy emerged in consequence of the searching’s of countries after they could not achieved the 
price stability until 1990s and as of this date it has been increasingly approved. It can be said that, this strategy is an 
operational regime so as to increase the performance of monetary policy and gained a placed in the economy 
policies of countries due to its good performance till today. The main aim of this strategy is first to reduce inflation 
at low levels and then take under the control at these levels.  It is agreed that unless the target variations (or target 
range) occurred depending upon economic fluctuations are permanent, they do not create any negative effects on the 
success of approach. However, this strategy has been questioned caused by the process in crisis. This paper 
examines growth rates (GDP) in developed and developing countries that is implement of inflation targeting strategy 
show how a change in the period before and after the crisis (2005-2011). In addition, also inflation performance of 
those countries has been taken into account for he same period in this review. In this respect, growth and inflation 
performances of the countries that implement this strategy have been compared by means of table and graphical 
form.   
 
1. Introduction 
 
      Rapidly globalizing world economy is seen to have faced with gradually becoming the same kinds of problems 
with the globalization especially in the last 30 years. However, this similarity with the problems does not reveal the 
likeness in solution due to the differences in financial, social and cultural structures of countries. In this context, in 
the economic development process in the world, different economic targets in different periods in both developed 
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and developing countries are formed in order to provide economic stabilization through overcoming the problems. 
Towards realizing these targets, different and new economic strategies are introduced. Getting to gain importance 
after 1990s, inflation-targeting strategy is a concept emerging as a result of these new searches. This approach, 
which can be defined as monetary policy   strategy   towards   realizing and maintaining of numerical targets related 
to inflation by making them public either as a point or a band in a certain time period for future, emerged as a result 
of the countries’ searches about their failures on realizing price stability until 1990s and has been increasingly 
accepted since then. 
 
     The approach of inflation targeting was first applied by New Zealand through officially declaring it obviously in 
1990 and Canada (1991) and England (1992) followed it. Since the practise started, the positive performance it 
showed aroused the attention to this approach and it led to new participations from both developed and developing 
countries. With the aim of applying the inflation targeting approach successfully and retaining the inflation at the 
level aimed, the effectiveness of monetary devices to be used by money authorities depends on the presence of 
money, capital and foreign exchange market. It is essential that the monetary policy in approaches where the 
inflation is aimed directly be transparent and the public is informed regularly (Croce and Khan, 2000). Furthermore, 
another important condition is that the treasury policy should be supporting monetary policy and should coincide 
with it. Nevertheless, it is of vital importance that organizational, operational and technical infrastructure should be 
prepared before passing on this strategy in developing countries. In this study, firstly, a technical infrastructure 
about inflation targeting approach will be given, then the effects of practice results of this approach in developed 
and developing countries will be evaluated by taking into consideration both before and after global crisis period. 
 
2. Technical Frame of the Inflation Targeting Strategy 
 
     One of the most important problems central banks experience in the 21st century is which monetary policy the 
countries to provide economic consistency should follow. That the economic, financial, social and cultural structures 
differ among countries; that is, there is not a solution or a prescription, is one of the most important elements that 
central banks should take into consideration while choosing the strategy they will apply. In this context, one of the 
most popular monetary policy strategies recently is inflation targeting strategy. The rapid spread of the popularity of 
this strategy is caused by difficulties that countries faced as a result of using the foreign exchange rate and some 
monetary magnitude as an intermediate objective in managing their monetary policies (Allen, 2006). Inflation 
targeting can be defined as announcing an official quantitative inflation target or target range to the public in order 
to realize within certain time dimension through government or central bank actions or their mutual actions 
(Bernanke and Mishkin, 1977). Central bank makes predictions on what way the inflation will follow in the future, 
this prediction is compared with the target inflation rate and the difference between the prediction and the target 
helps determine in what way the monetary policy should be adjusted (Debelle, Masson, Savastano and Sharma, 
1998). The most appropriate time dimension must be determined for inflation targeting strategy by considering all of 
the conditions and this must clearly be announced to the public (Lane, Griffiths and Prati, 1995). The problems of 
the weakness of controllability deficiency and the instability of tool may occur in a time dimension earlier than 
required (Mishkin, 2000). In the inflation targeting strategy, deciding on which variance the targets will be achieved 
and measurement of targeted inflation rate are also of vital importance. It is essential that selected price index be 
highly clear and understandable and reliable for the public. Today, either consumer price index (CPI) or core 
inflation indicator forming a part of this index is used in all of the countries using this strategy (Croce and Khan, 
2000). It can be said that inflation targeting regime offers a more flexible strategy compared with the other 
alternative regimes providing price stability. This is because inflation targets are usually defined for medium term 
and because short-term deviations are acceptable (Schaechter, Stone and Zelmer, 2000).  In order to successfully 
practise the inflation targeting strategy, the central bank should have a clear power, autonomy to form monetary 
policy tools with its discretionary power, and the public should be informed about monetary policy framework and 
management. The independence of the central bank may be in the form of aim independence or tool independence. 
While tool independence, in which the central bank has adequate discretionary power in forming the monetary 
policy tools necessary for realizing its inflation target, is compulsory, the aim independence is not (Mason, 
Savastano and Sharma, 2007). Inflation targeting strategy can be characterized as high level of transparency and 
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accountability (Svensson, 2000). That is, the practices of the central bank must be clear and understandable for the 
public (Gunnar, 1999). Furthermore, the conducts and operations of the central bank must be transparent. The 
central bank must also have the ability to show target while following its targets (Roger and Stone, 2005). The 
accountability will also help monetary policy to be isolated from external pressures (Mishkin, 1999). A country must 
have sufficient and consistent financial infrastructure so as to practise inflation targeting strategy. The practising 
correct monetary policy is a highly important element in providing financial stability. However, it is not possible to 
say that practice is not enough alone. Providing and maintaining the harmony between monetary policy and fiscal 
policy is essential to be able to achieve price stability (Blanchard, 2004). The strong fiscal policies are key elements 
in realizing the macroeconomic stability and they increase more and more with the globalization (Sims, 2003).  
 
3. The Practising of Inflation Targeting Strategy in Developed and Developing Countries 
 
      The bad experiences of Latin American and East Asian countries practising fixed exchange rate system and 
finding themselves in a deep financial crisis caused them to seek an alternative monetary policy. It can be said that 
the inflation targeting strategy being successfully applied in most developed countries has become an attractive 
alternative for most developing countries seeking a solution (Mishkin, 2000). Today, nearly 28 countries are 
practising the inflation targeting strategy. More than half of them are developing countries (Table 1).  
 
     The institutional framework influencing the practice and results of the monetary policy in the developing 
countries generally differ from the developed countries in five basic points. These are (Calvo and Mishkin, 2003): 
(a) Weaker fiscal organizations 
(b) Less-developed financial organizations established with weak government adjustments 
(c) Money agencies’ having lower credibility 
(d) Existence of currency substitution and responsibility dollarization  
(e) Defencelessness against the sudden stop of capital flow 
 
     In this context, although inflation targeting does not satisfy all of the needs and is not instantly accepted by 
developing countries to apply in their economy, it can be said that inflation targeting has been highly successful in 
most of these countries especially in providing price stability up to now. It is also seen that the developing countries 
use this strategy especially to help encourage the necessary economic reforms (Mishkin, 2008). 
 
     All of the countries using the inflation targeting strategy use flexible inflation targeting model. The monetary 
policy in the flexible inflation targeting aims the stability in both inflation and real economy within the frame of this 
strategy. In strict inflation targeting, the stability is aimed only in inflation. As there is time difference between 
monetary policy practices and their effects on inflation and real economy, an effective inflation targeting strategy 
must rely on the predictions about inflation and real economy (Svensson, 2009). No countries have given up this 
approach up to date even though they have not been successful in realizing their targets (Allen, Baumgartner and 
Rajan, 2006). Although there is no theoretical and practical consensus on the effects of inflation targeting on growth, 
the central banks practising this strategy can be said to have a general view for aiming not only the inflation stability 
around the target but also the real economic stability (Mollick, Torres and Cameiro, 2008). The inflation targeting 
strategy provides predictability and transparency about the decision of future investment plan on financial markets 
and private sector. This increase in transparency and predictability decreases the political uncertainty. This reduces 
the costs of operation and access to information, respectively. Therefore, expected rate of return and productivity 
expectations increase and making the investment decision becomes easier. As they are added cash flow especially in 
longer term, uncertainty will be lower. Inflation targeting strategy allows especially developing countries to create a 
consistent and steady macroeconomic environment. This may contribute to attract more direct foreign investment 
into the developing countries (Tapsoba, 2012). This can also be said to create a positive impact on the growth of the 
countries. It can be said that inflation-targeting strategy has a positive impact on both developing and developed 
countries’ development and inflation performances in the period before crisis. It is seen that the development 
performance of countries practicing this strategy is seen to be good except for 2007-2009 when the impact of crisis 
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is so hard. Although the crisis is not over completely, recovery period also passed rapidly after 2009. However, the 
situation after 2010 is not so bright. (Graphic 1). 
 
 
Graphic 1: Development Performance of Developing and Developed Countries Before and After Crisis  
 
     Development performances of developing countries not practicing this inflation targeting strategy are better than 
the developing countries practicing it both in two years period before crisis and after crisis.  However, the difference 
between two groups decreased to very low levels after crisis. From the point of developed countries, it can be said 
that the countries practicing this strategy is better than the ones not practicing. (Graphic 1). Taking period average 
after crisis into consideration, the decrease in average of development rates of developed countries is higher than 
developing countries. (Table 1). This does not mean that developed countries have failed because developing 
countries have been less exposed to effects of crisis as a result of lack of financial infrastructure and low levels of 
tools in financial tools.    
 
Table 1: Effect of Inflation Targeting Strategy on Counties’ Development Performance before and after crisis 
 
Countries Date of 
transition to 
Inflation 
Targeting 
Strategy 
Rate of 
Inflation 
Targeting 
Practice (%) 
Inflation rate 
in 2011 
Average 
Development 
Rate in 2005 - 
2007  
Average 
Development 
Rate in 2008 - 
2011 
Developed Countries 
New Zealand 1990 1–3 4,02 2,36 0,12 
Canada 1991 2(+/-1) 2,89 2,67 0,89 
England 1992 2 4,45 2,71 -0,68 
Israel 1992 2(+/-1) 3,45 5,34 2,59 
Sweden 1993 2 1,36 3,71 1,05 
Australia 1994 2–3 3,38 3,48 2,11 
&
$
#
!
#
$
&
(
#!!% #!!& #!!' #!!( #!!) #!"! #!""







































	
61 Serdar Öztürk et al. /  Procedia - Social and Behavioral Sciences  109 ( 2014 )  57 – 64 
     Both in developing and developed countries, average inflation rate after practicing inflation targeting strategy is 
lower than the rate before practicing the regime (Table 2). Similarly, inflation rate in developing countries practicing 
inflation targeting strategy is much lower both before and after crisis than the countries not practicing it and 
fluctuation gap during the crisis is narrower. Then that strategy can be accepted as a sign of success in developing 
countries about decreasing the inflation. About developed countries, there is not a huge difference between the 
practicing and other countries (Graphic 2). 
 
Table 2: Countries’ rates before and after their passage to inflation targeting strategy 
 
 Inflation rate before the 
practice of Inflation 
targeting strategy 
Inflation rate after the 
practice of Inflation 
targeting strategy 
Average inflation 
rate by the late 2011  
Developed Countries 6,19 3,17 2,97 
Developing Countries 13,11 8,40 5,35 
South Korea 1998 3(+/-1) 4,02 4,74 3,13 
Czech 
Republic 
 
1998 
 
1–3 
 
1,92 
6,50 0,69 
Switzerland 2000 0–2 0,22 3,30 1,19 
Iceland 2001 2,5(+/-1,5) 4,0 5,97 -1,62 
Norway 2001 2,5 1,30 2,55 -0,16 
Slovakia 2005 0–2 4,7 8,49 2,08 
Average rates of Developed Countries                             2,97 4,31 0,97 
 
Developing Countries 
Chile 1991 3 3,34 5,77 3,55 
Peru 1994 2(+/-1) 3,37 7,82 6,59 
Poland 1998 3(+/-1) 4,26 5,53 3,75 
Brazil 1999 4,5(+/-2) 6,63 4,39 3,77 
Colombia 1999 2–4 3,41 6,09 3,77 
Mexico 1999 3(+/-1) 3,40 3,85 1,10 
Thailand 2000 0,5–3 3,80 4,92 2,01 
South Africa 2000 3–6 4,99 5,47 2,02 
Hungary 2001 3 3,90 2,66 -0,73 
Philippines 2002 4,5(+/-1) 4,76 5,54 4,15 
Guatemala 2005 5,5(+/-1) 6,21 4,98 2,59 
Indonesia 2005 4,5(+/-1) 5,35 5,84 5,80 
 
Romania 
 
2005 
3(+/-1)2012 
2,5(+/-1)2013 
 
5,81 
 
6,11 
 
0,39 
Turkey 2006 5 6,47 6,65 3,30 
Serbia 2006 4,2(+/-1,5) 11,21 4,8 0,77 
Ghana 2007 8,5 8,72 6,2 8,43 
Average rates of Developing Countries                             5,35 5,41 3,20 
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     After the fall in 2008 and 2009, inflation rate, having a tendency to increase globally since 2010, still has a 
tendency to increase both in developing and developed countries in 2011 (Graphic 2).  
 
 
Graphic 2: Inflation Performance of developing and developed countries before and after crisis 
 
     As a result, developed countries practicing the inflation targeting strategy have a bigger development rate than 
the countries not practicing both during and after crisis, in other words, it can be said that they are more successful. 
Developing countries practicing this strategy have a lower development rate than the countries not practicing it both 
during and after crisis. After 2010, it is seen that a negative structure is generally seen in global development and 
this has considerably affected monetary policy. In this context, it can be understood that monetary policy is notably 
loosened both in developed and developing countries. From the point of inflation performance, it can be said that 
countries practicing inflation targeting strategy are more successful in their struggle with inflation both before and 
after crisis.  
 
     Together with it, current global crisis forces to review again the relation between monetary policy and politic 
targets to provide the financial stability. Crisis has shown that interaction between financial economy and real 
economy should be more carefully handled. (Roger, 2010) 
 
4. Conclusion 
 
      Effects of global crisis are still seen throughout the world. Economic precautions taken in order to solve the 
problems aroused after crisis have provided a temporary relief, but still have not found a solution to provide 
permanent stability and the recovery in global financial activities has been quite limited. After 2010, it can be said 
that the negative structure, seen in global economic development, still goes on. In 2012, it is seen that the 
expectations about global economic development are pessimistic. There is still a recessional structure in Europe. 
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The development rates of China, one of the most important actors in world and in USA, are below expectations. 
Developed and developing economies have a similar and negative tendency. In this context, recent developments in 
the world show that a deeper global recession is on the way.  Despite the tendency to decrease in global 
development, prices are still high and have a tendency to increase. As a result of disappearance of development 
tendency in economies, there is an expectation that Central Bank of USA (FED) will have a monetary expansion 
towards the anticipation of monetary expansion. It is possible that worse results may be born while global 
inflationary tendencies are strong. Inflation targeting strategy is an operational regime, first being practices by New 
Zealand, formed in order to increase monetary policy performance. When comparing it with the alternative regimes 
formed to provide price stability, it is seen to have a more flexible structure. This approach has never been ignored 
because of the fact that none of the countries have achieved their targets.  Both in developed and developing 
countries, inflation rate is seen lower after practicing inflation targeting strategy than before practicing it.  Looking 
at the inflation performance of countries practicing inflation targeting strategy, it is seen that there is a stable 
progress except 2007 – 2009. Inflation rate in developing countries practicing inflation targeting strategy is much 
lower than the countries not practicing it and fluctuation gap during the crisis is narrower. It is seen that 
development performances of countries practicing this strategy are good except 2007 – 2009 when effects of crisis 
are most deeply felt. Although the crisis is not over yet, recovery process after 2009 is quite fast. Together with it, 
development performances of developing countries not practicing this inflation targeting strategy are better than the 
developing countries practicing it both in two years period before crisis and after crisis. In developed countries, this 
situation is vice versa. In this context, it can be said that central banks should review the attractiveness of inflation 
targeting strategy again in the light of global crisis.  
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